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Abstract

Investigating the investment trend of the past decade in the country shows that the
average growth of investment in those years has been decreasing. Factors such as the
high attractiveness of the country’s non-productive markets, the high cost of the business
environment, currency fluctuations, and the problems caused by the embargo, etc, have
led to a decrease in investment and created a volatile environment with uncertainties in
this variable. Due to the importance of investment in the macro economy, unfavorable
conditions of the country and resulting insecurities will lead to a decrease in investment
and economic growth. Therefore, this research aims to simulate the uncertainty variables
of private and government investment due to the base years of 1997 and 2011, from 1961
to 2021. we performed This simulation using the Vasichek mean reversion stochastic
differential equations method, which has an advantage due to the examination of the
assumptions of competing models (neural network, ARIMA, etc.) [1, 2]. According
to the simulation results, in all the years except 1963, Private investment uncertainties
were more than government investment uncertainties. Also, the highest amount of private
investment uncertainties are related to 2014, 2015, and 2013, respectively, and the lowest
amount is related to 1961, 1963, and 1962, respectively. Meanwhile, the highest amount of
government investment uncertainties are related to 1978, 1979, and 1980, respectively, and
the lowest amount is related to 1961, 1962, and 1964, respectively.
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1. Introduction

Investigating the investment trend in the last decade of the country shows that it
was not even able to cover the depreciation of previous investments, which had very
negative consequences on the country's economic conditions, employment, etc.

Based on this, in developing countries and especially in Iran, in terms of
geographical, political, and economic location, there is a high degree of
uncertainties that are very influential on the economy and macroeconomic
variables, and neglecting those leads to making wrong decisions and unacceptable
results. Investment, especially private and government investments, as one of the
important and influential variables on the economic growth and development of
countries, is affected by several factors, which will face uncertainties as a result.
Therefore, to simulate the uncertainties of the two mentioned variables, it is
appropriate to use stochastic processes; which, while considering the effects of
uncertainty, model the randomness of the variable with higher accuracy due to its
continuous and non-derivative Wiener component.

Therefore, identifying and simulating the uncertainty of private and public
investment variables will be a guide for policymakers and investors, based on this
and according to the importance of the topic, in this study, modeling and simulating
the uncertainties time series of private and government investments using the
method of Vasicek ‘s Mean Reverting Stochastic Differential Equation method from
1961 to 2021 based on the base years of 1997 and 2011 has been addressed.

2. Methodology

According to the characteristics of the data of this study, Vasicek ‘s Mean Reverting
Stochastic Differential Equation method has advantages over competing methods
to simulate the uncertainty variables of private and public investments. This model
was introduced in 1977 by Uldrich Vasicek and then, due to the slowness or
speediness of reaching the average, was modified as follows. In this model the
instantaneous interest rate follows the bottom stochastic differential equation:

(1) dx(t)= 0(u-x(t))dt+odw;

In it, x(t) is a random variable, 0 is the rate or speed at which the simulation
response approaches the long-term mean, p is the long-term mean, c is the standard
deviation; W is a risk-neutral Wiener process that models a continuous stochastic
flow into the system. That is the equation of motion that approaches the average
value of the random variable over time (Vasichek, 1977).

This model cannot be used in the MATLAB program in the same way because
to enter the information into the programming, the discretization and the solution
numerical method must first be determined for it. The solution numerical method
used in this study is Euler-Maruyama discretization which transforms the
information into vectors and updates them frequently in the simulation to provide
the best possible solution within the time limitation, which means that the
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simulation results will be close to the long-term average. It should be noted that the
basis for calculating the uncertainties of this study was the time-varying standard
deviation of the real data and the updating of their vectors during the simulation
process.

3. Data

The data in this research are the formation of public and private gross fixed capital
based on the base years of 1997 and 2011 from 1961 to 2021, whose we extracted
those statistics from the Central Bank website.

4. Discussion

In this study, we simulate the 4-time series of private and government investment
uncertainties based on the base years of 1997 and 2011 using the Vasichek mean
reversion stochastic differential equations method from 1961 to 2021. In addition, we
extract the random model based on Vasichek for two uncertainty variables of private
and public investment in the period under review as follows:

() dx(t) = 0.5(y; — x(t))dt + o;dw,

The simulation results of private and public investment uncertainties show that
in all the years except 1963, Private investment uncertainties were more than
government investment uncertainties. Also, the highest amount of private
investment uncertainties are related to 2014, 2015, and 2013, respectively, and the
lowest amount is related to 1961, 1963, and 1962, respectively. One of the main
reasons for the high uncertainty of private investment in the mentioned years is the
occurrence of severe currency fluctuations and its lag impact on economic
variables. On the other hand, the years 1963 and 1962, respectively, have had the
least uncertainty of private investment, and the events affecting them include the
expansion of economic cooperation between Iran and America; the granting of a
35-million-dollar loan to Iran by the American time president, as well as the sale of
state-owned factories and Privatization was mentioned to support the
implementation of the land reform plan. The sum of these factors has led to an
increase in private sector investment and a decrease in the uncertainty of this
investment in the two years mentioned. Meanwhile, the highest amount of
government investment uncertainties are related to 1978, 1979, and 1980,
respectively, and the lowest amount is related to 1961, 1962, and 1964, respectively.
One of the main reasons for the high uncertainty of government investment in the
mentioned years can be related to the enormous political and social transformation
or the change of the ruling regime of Iran and the victory of the Islamic Revolution,
as well as the occurrence of an imposed war. For the years 1962 and 1964, which
respectively had the least uncertainty of public sector investment, in addition to the
mentioned reasons for lowest private investment uncertainty, we can state the
granting of two hundred million dollars of credit for the sale of military weapons to
Iran by the American time president.
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5. Conclusion

The simulation results of private and public investment uncertainties show that in
all the years except 1963, Private investment uncertainties were more than
government investment uncertainties. Also, the highest amount of private
investment uncertainties are related to 2014, 2015, and 2013, respectively, and the
lowest amount is related to 1961, 1963, and 1962, respectively. One of the main
reasons for the high uncertainty of private investment in the mentioned years is the
occurrence of severe currency fluctuations and its lag impact on economic
variables. The highest amount of government investment uncertainties are related
to 1978, 1979, and 1980, respectively, and the lowest amount is related to 1961,
1962, and 1964, respectively. One of the main reasons for the high uncertainty of
government investment in the mentioned years can be related to the enormous
political and social transformation or the change of the ruling regime of Iran and
the victory of the Islamic Revolution, as well as the occurrence of an imposed war.
In the end, the policy recommendations include 1) attention to the important issue
of the uncertainty of private and government investments due to the importance of
the aforementioned variables on the country's growth and employment; 2) periodic
simulation of the uncertainties of these variables using Vasichek mean reversion
stochastic differential equations to analyze and investigate periodic differences and
identify the causes of their fluctuations and try to reduce them, 3) and also provide
public access to the periodic simulation statistics these variables for guidance of
domestic and foreign investors; we can present to policymakers.
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1. Euler—-Maruyama method.
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Tab. 3: Simulated Uncertainties of Private and Government Investment Variables Based on

Vasicek‘S Mean Reverting Stochastic Differential Equation (Base Year 2011).
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Tab. 4: Simulated Uncertainties of Private and Government Investment Variables Based on

Vasicek‘S Mean Reverting Stochastic Differential Equation (Base Year 1997).
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Graph. 2: Simulated Uncertainty Variable Graphs of Government Investment Based on

Vasicek‘S Model (Base Year 2011).

» standard deviation (| «10° stochastic model result (s
3500 4
3000
3
2500 oA
] 2
8 2000 22
[ ]
S 1500 = 4
3 -
1000 Y,
s0f Mo ¥
0 - 4 *
1340 1350 1380 1370 1380 1390 1400 1340 1350 1360 1370 1380 1390 1400
time 1340-1399 time 1340-1400

VPV 20 ) Sompmsly Jota 2000 (93 (55 HEAsko g Bt (55 lordamad (linobll yakio (5l I3900 ¥ 3903
(B laaidly :ate)
Graph. 3: Simulated Uncertainty Variable Graphs of Government Investment Based on

Vasicek‘S Model (Base Year 1997).
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